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COMMERCE, DEPARTMENT OF

All AICPA members will receive a guide from the Bureau of the Census in the fall to
help them assist their clients to complete the economic and agriculture census
forms for 1987.
The business and agriculture census forms will be mailed at the
end of the year, but have different due dates.
Business census forms will be due
2/15/88 and agriculture census forms will be due 1/31/88.
The Census Bureau also
said many small businesses with only a small number of employees will not receive
a census form.
The booklet CPAs will be receiving is entitled Information to
Assist Accountants in Preparing for the 1987 Economic and Agriculture Censuses.
It consists of four sections: 1) an introduction and description of the censuses;
2) guidelines for completing the forms; 3) examples of two of the forms (there are
more than 500 variants of the form, each tailored to a particular kind of
business); and 4) a time-extension form. Any AICPA members who do not receive the
booklet may obtain a copy by contacting Joseph F. Moraglio, Director, Federal
Government Division, AICPA, 1455 Pennsylvania Avenue, N.W., Washington, D.C.
20004, telephone 202/737-6600.

SECURITIES AND EXCHANGE COMMISSION

The appointment of three CPAs to serve as Professional Accounting Fellows in the
Office of the Chief Accountant was announced, as well as that applications for the
1988 fellowship program are being accepted.
The three who have recently begun
their two-year term as Professional Accounting Fellows are Glen L. Davison,
Jeffrey C. Jones, and Jack C. Parsons.
Formerly, Mr. Davison was an audit senior
manager with Peat Marwick Main & Co. in New York and has been a member of the
AICPA since 1976; Mr. Jones was an audit manager with Deloitte Haskins & Sells in
New York; and Mr. Parsons was an audit manager with Coopers & Lybrand in San Jose,
CA. They will be working directly with SEC Chief Accountant Clarence Sampson and
will be involved in the study and development of rule proposals under the Federal
securities laws, liaison with professional accounting standard-setting bodies and
consultation with registrants on accounting and reporting matters.
The two
Professional Accounting Fellows who will be selected in early 1988 will also work
directly with the Chief Accountant during their two-year term.
According to Mr.
Sampson, candidates for the Fellow position should have at least six years of
experience in a public accounting firm or in an organization that provides similar
experience in financial accounting and reporting.
In addition, a minimum of one
year of this experience must have been at a managerial level.
Applicants should
also be thoroughly familiar with the technical accounting and auditing literature
and current issues confronting the profession.
Applicants are required to submit
background information and a brief position paper on an accounting subject of
interest to them and to the SEC.
A description of the program and application
procedures are available from the Office of the Chief Accountant, SEC, 450 Fifth
Street, N.W., Washington, D.C. 20549.

TREASURY, DEPARTMENT OF
Proposed regulations relating to the requirement that a group health plan offer
continuation coverage to people who would otherwise lose coverage as a result of
certain events are the subject of an 11/4/87 IRS public hearing (see the 9/8/87
Fed. Reg., p. 33836).
The hearing will focus on proposed regulations under Code
sections 106(b), 162(i)(2), and 162(k) made by the Consolidated Omnibus Budget
Reconciliation Act of 1985 and the Tax Reform Act of 1986 (see the 6/22/87 Wash.
Rpt.).
The hearing is scheduled to begin at 10 a.m. in the IRS Auditorium, 1111
Constitution Ave., N.W., Washington, D.C.
If necessary, the hearing will continue
on 11/5/87, beginning at 10 a.m.
Requests to speak and outlines of oral comments
are requested by 10/9/87.
For further information contact Angela D. Wilburn at
the IRS at 202/566-3935.
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TREASURY, DEPARTMENT OF

The penalty for failing to provide correct information on information returns and
payee statements is the subject of temporary and proposed regulations by the IRS
(see the 9/10/87 Fed. Reg. . pp. 34354-58).
Under the Tax Reform act of 1986,
there is a $5 penalty imposed for each information return or payee statement for
which there is a failure to include correct information.
The total penalty
imposed on an individual is limited to $20,000 per calendar year.
The statute
provides higher penalties for intentional disregard of the correct information
reporting requirement which are not subject to the $20,000 limitation.
Further,
the $20,000 limitation does not apply to interest or dividend returns or
statements. The temporary and proposed regulations provide an exception from the
penalty for inconsequential omissions and inaccuracies under which the penalty
will not be imposed if the failure does not prevent the IRS from processing the
return. Also, the IRS notes a penalty will not be imposed for omissions that are
corrected timely.
The regulations are effective as of 1/1/87.
If further
information is needed after reading the temporary and proposed regulations , please
contact Renay France at 202/566-3459.

The foreign tax credit, specifically the application of Internal Revenue Code section
904 on income received or accrued by a taxpayer, is the subject of recently
proposed IRS regulations (see the 8/26/87 Fed. Reg., pp. 32242-65).
Further, the
IRS has scheduled a hearing on the proposed rule on 11/12/87.
The Tax Reform Act
of 1986 (TRA '86) amended section 904 by replacing the separate limitation for
interest income with a separate limitation for passive income generally.
Additionally, TRA ’86 requires that a taxpayer calculate a separate foreign tax
credit limitation for financial services income, high withholding tax interest,
shipping income, and dividends from each noncontrolled section 902 corporation.
According to the IRS, the proposed regulations incorporate changes to TRA '86
proposed in the Technical Corrections Act of 1987.
The amendments are proposed
generally to be effective for taxable years beginning after 12/31/86.
Comments
and requests to appear at the public hearing are sought by 10/26/87.
The public
hearing will be held in the IRS Auditorium, Seventh Floor, 7400 Corridor, Internal
Revenue Building, 1111 Constitution Ave., N.W., Washington, D.C.
If additional
information is needed after reading the proposed regulations, please contact
Marnie J. Carro at the IRS at 202/566-3499.
Proposed regulations relating to the definition of a resident alien for tax purposes
have recently been issued by the IRS (see the 9/10/87 Fed. Reg. . pp. 34230-41).
According to the IRS, the determination of whether an individual is a resident or
non-resident is central to a determination of his or her tax liability.
Resident
aliens are taxed on worldwide income in generally the same manner as U.S.
citizens.
Non-residents are taxed on foreign-source income only in limited
circumstances.
The regulations would implement provisions of the Tax Reform Act
of 1984 which provided two objective tests to determine whether an individual is a
resident or non-resident, the "green card test" or the "substantial presence
test."
Under the proposed regulations, the green card test considers an alien
individual to be a resident of the U.S. if that individual is a lawful permanent
resident of the U.S. at any time during the calendar year.
Under the substantial
presence test, an alien individual is considered to be a resident of the U.S. if
that individual satisfies one of two conditions:
1) the individual is physically
present in the U.S. for 183 days or more during the current year; or 2) the sum of
the days the alien was physically present in the U.S. during the current year,
plus one-third the number of days physically present in the U.S. during the first
preceding calendar year, plus one-sixth the number of days physically present in
the U.S. during the second preceding calendar year, equals 183 days.
The IRS
noted an individual does not meet the substantial presence test if the individual
has a tax home in a foreign country and maintains a closer connection to the
foreign country than to the U.S. The regulations are proposed to be effective for
taxable years beginning after 12/31/84.
Comments and requests for a public
hearing are requested by 11/10/87. If further information is needed after reading
the proposal, please contact Marnie J. Carro at 202/566-3499.
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TREASURY, DEPARTMENT OF

United States shareholders of foreign subsidies earning foreign-source oil income
would be taxed on the receipt of deemed dividends under a recently issued proposed
regulation by the IRS (see the 8/27/87 Fed. Reg. . pp. 32308-12).
The proposal
explains provisions of the Tax Equity and Fiscal Responsibility Act of 1982, which
created a category of income referred to as foreign base oil-related income.
According to the IRS, such income is currently taxed to U.S. shareholders whether
or not it is currently distributed in the form of a dividend.
Foreign base
company income is one of several types of income classified in the tax law as
subpart F income, the proposal states. Under the rule, foreign oil-related income
would not be classified as foreign base-company oil-related income if it were
derived from sources within a foreign country in connection with oil or gas that
was extracted from a well located in that foreign country.
Nor would it be so
classified if it were derived in connection with fuel sold by the foreign
corporation or a related party for use or consumption within that country.
The
IRS says that in each of the cases, since foreign oil-related income is derived
within the country in which the oil or gas is extracted or sold, it is probable
that the source country exercises taxing jurisdiction over the income derived.
Unless the foreign corporation can show that the fuel that is sold for use or
consumption within the foreign country is fuel which was not in fact extracted
from a well located in that country, the IRS says it will presume that any oil or
gas extracted within that country was the fuel sold for use or consumption within
that country.
If an item qualifies as both foreign base-company oil-related
income and as another type of foreign base-company income, the income will be
classified as foreign base-company oil-related income, the rule states.
The IRS
notes that the proposed rule will not become final until after the agency issues
proposed rules explaining post-1982 changes in the definition of foreign oilrelated income.
Comments on the proposed rule are due by 10/26/87.
For further
information after reading the proposed rule, please contact Richard L. Chewning at
the IRS at 202/566-6384.
A

consolidation and update of IRS procedures for issuing rulings, determination
letters, and opinion letters for individual retirement accounts (IRAs) and
prototype simplified employee pension (SEP) agreements has recently been issued by
the IRS in Revenue Procedure 87-50.
Effective on 9/21/87, the new revenue
procedure will supersede Revenue Procedures 75-6, 76-32, 77-24, and 80-17.
The
IRS noted that it has formulated a model IRA and model SEP agreement that meet the
requirements set forth in the Tax Reform Act of 1986 (TRA '86).
Since automatic
approval has been granted for the IRA model, no ruling, opinion or determination
letters will be issued.
In a related matter, the IRS has issued Notice 87-62
which allows sponsors of prototype SEPs that amend their plans solely to conform
to the TRA '86 to rely on existing favorable opinion letters. TRA '86 changed the
minimum participation age, permitted an employer to exclude employees who earn
less that $300 per year, and allowed the employer to change the plan year.
Revenue Procedure 87-50 and Notice 87-62 are scheduled for publication in Internal
Revenue Bulletin 1987-38, dated 9/21/87.

Stock ownership requirements in liquidations of subsidiaries is the subject of a
recent advance notice by the IRS. Notice 87-63.
Changes made by the Tax Reform
Act of 1986 (TRA '86) now authorize, under Code section 1504(a)(5)(A) and (B), the
IRS to promulgate regulations that may treat options to acquire or sell stock as
having been exercised, that may treat warrants, obligations convertible into
stock, and other similar interests as stock, and that may treat stock as not
stock. The IRS noted that although no regulations have been issued under section
1504(a)(5)(A) and (B) , when they are issued the regulations will not apply to
certain transactions.
For instance, the provision will
not be effective with
respect to plans of liquidation adopted on or before the date proposed regulations
are published in the Federal Register.
For purposes
of old section 337
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provisions will not be effective with respect to a plan of liquidation adopted by
the selling corporation before the regulations are published.
Lastly, the
provisions will not apply for purchases made during any 12-month acquisition
period beginning on or before the date the proposed regulations are published.
Notice 87-63 is scheduled to appear in Internal Revenue Bulletin 1987-39, dated
9/28/87.

SPECIAL:

FHLBB MEMBER ADDRESSES AICPA'S SAVINGS INSTITUTIONS CONFERENCE

It is "terrifically important" that the Bank Board try to find a blend of policies
that will allow the thrift industry to grow and prosper and that will encourage
the development of "competitive and efficient" financial services markets, Federal
Home Loan Bank Board Member Lawerence J. White said in a speech before the AICPA's
National Conference of Savings Institutions 9/9/87 in Washington, DC.
Mr. White
said two major tasks were involved: getting the Board, Congress and the industry
to understand the secondary mortgage market and its implications for the thrift
industry, and understanding the new instruments coming out of those markets.
At
the same time, Mr. White said, a way has to be found to encourage thrifts to use
those instruments properly, as vehicles for hedging a traditional thrift's
portfolio against interest rate risk. Another reason for the Board to improve its
understanding of the secondary mortgage market, he told the group, is that the
Board members, in their role as the Board of Directors for Freddie Mac, must
determine the "proper business strategy" for Freddie.
Mr. White said that the
Board must also try to find ways to make the deposit insurance fund a "better
functioning" fund.
Several changes to the fund can be made, he observed,
including reforming pricing to be more risk-sensitive by considering interest rate
risk, portfolio risk, net worth levels and the quality of information provided.
For this last item, Mr. White commented that mark-to-market accounting is
necessary. The information the Board is now getting is "stale" and inadequate he
said; there is "no accurate view" of the net worth of institutions.
Mark-tomarket accounting will "enhance the value of institutions" and will tell managers
the opportunity costs of their assets.
While this accounting "will not be
perfect," he noted, it is almost always better than historical book value
information.
"We will work with industry and Congress to bring about this
change," Mr. White said, although noting that it will take time.
The Bank Board
member also commented that the Board needs to be "much more sensitive" to tax
issues "as they develop at the IRS and on the Hill." As an example, he noted that
he had been speaking to members of Congress who serve on the tax committees about
including in the technical corrections bill a provision concerning the tax loss
carry forward which was "inadvertently" removed by the Tax Reform Act of 1986.
Commenting on the recently signed Competitive Equality Banking Act of 1987 (CEBA),
Mr. White said that by early October the Board will go public with GAAP accounting
provision of the new law. In response to a question about CEBA, Mr. White said he
hoped the legislation was not the "first step" toward a merger of the two banking
systems, something he said he would resist.

SPECIAL:

SENATOR GARN TO SPEAK AT AICPA CREDIT UNION CONFERENCE

Sen. Jake Garn (R-UT) will speak at the AICPA Second National Conference on Credit
Unions to be held 10/26-27/87 at the Capitol Hilton Hotel in Washington. D.C.
Sen. Garn, who is the Ranking Minority Member of the Senate Committee on Banking,
Housing and Urban Affairs, will present the luncheon address on 10/27/87.
The
conference is designed to provide participants with an update about what has
occurred in the past year and what is presently happening that may impact credit
unions' 1987 operations and annual reporting requirements.
The program will
include the following sessions:
Current and Anticipated Developments in
Regulation; Asset/Liability Management; Credit Union Investment Activities and How
to Account for Them; Making and Managing Business Loans; Evaluation of the
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Allowance for Loan Losses; and Accounting Standards and Emerging Issues Update.
Two question and answer sessions are also included in the program to allow
participants an opportunity to question panel members about a broad range of
accounting, auditing, reporting, and other management issues.
In addition, each
participant will be able to choose two of the following four concurrent sessions
to attend:
Budget and Cost Control Principles; Current Developments in Auditing;
Product Pricing Methodologies; How to Select a CPA and Forms of Auditors' Reports.
Recommended CPE is 16 hours.
For further information contact the AICPA Meetings
Department at 212/575-6451.

For further information contact Shirley Twillman or Joseph Petito at 202/737-6600.
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